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Annual Meeting, American Institute 
of Accountants 


In accordance with the decision of the 
members of the Institute at the 1927 annual 
meeting held at Del Monte, California, last 
September, the next annual meeting will be 
held at Buffalo, New York, or in that vicin- 
ity. The days of the meeting, which are 
fixed by the by-laws, will be September 18 
and 19, 1928. 

The president of the Dominion Associa- 
tion of Chartered Accountants has expressed 
the desire of the Canadian accountants to 
arrange their meeting so that joint sessions 
with the Institute may be held. The 
Dominion Association will probably meet at 
Toronto, and efforts will be made by both 
organizations to facilitate reciprocal visits. 


Institute Examinations 


The schedule of examinations of the 
American Institute of Accountants, to be 
held May 17 and 18, 1928, is as follows: 
Thursday, May 17th, 9 a.m. to 12.30 p.m.— 
Auditing 

Thursday, May 17th, 1 p.m. to 6 p.m.— 
Accounting theory and practice, part I 

Friday, May 18, 9 a.m. to 12.30 p.m.— 
Commercial law 

Friday, May 18th, 1 p.m. to 6 p.m.— 
Accounting theory and practice, part II 


President Visits Western Accountants 


John R. Ruckstell, president of the Ameri- 
can Institute of Accountants, was enter- 
tained by groups of accountants in San 
Francisco, Portland, Seattle and Spokane, 
during the last part of March. 
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On March 20th Mr. Ruckstell spoke at a 
meeting of the San Francisco chapter of the 
California Society of Certified Public Ac- 
countants. He stressed the value of mem- 
bership in the Institute and in state societies, 
and particularly impressed the importance 
of such affiliation upon recent recipients of 
C. P. A. certificates, a group of whom were 
guests at the meeting. 


Mr. Ruckstell was the guest of the Oregon 
Society of Certified Public Accountants at a 
dinner at the Arlington club, Portland, 
March 26th. In his address he pointed out 
the widening of the personal view which 
may be gained from membership in a pro- 
fessional organization and he showed how 
such a society is the only means by which 
collective and consistent action by a pro- 
fession may be assured. He mentioned the 
value of local organization, which engenders 
personal acquaintance and mutual respect 
among practitioners and consequently en- 
courages pride in ethical conduct on the part 
of each member. 

Mr. Ruckstell next discussed the various 
national accountancy organizations. He 
showed how a nationally representative 
group can command a hearing and compel 
attention on the part of legislative bodies 
and other organizations whose activities 
affect the interests of the group concerned. 
He traced the accomplishments of the Insti- 
tute in accountancy education, dissemina- 
tion of professional thought by means of 
publications and the bureau of information, 
services to state boards in assisting the main- 
tenance of high standards in C. P. A. ex- 
aminations, and efforts to encourage de- 
sirable C. P. A. legislation. He spoke of 
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the Institute’s independence of political 
domination and said that its manner of 
organization insured its permanency. He 
described in detail the library, the bureau 
of information, the bureau for placements, 
and The Journal of Accountancy. In con- 
clusion Mr. Ruckstell expressed his pride in 
his position as head of a great and useful 
body, which has been instrumental in in- 
creasing the prestige of the accountancy 
profession. 

At a meeting of accountants at Seattle, 
March 28th, Mr. Ruckstell told his audience 
that the mutual desire of accountants’ socie- 
ties is advancement of the profession and 
that coérdinated effort, not individual per- 
sonal self-laudation, is the best method of 
continuous progress. The influence of a 
national organization in educating the busi- 
ness public was also stressed by Mr. Ruck- 
stell. It is quite possible, he intimated, that 
laws similar to the British companies act 
may be enacted in this country to protect the 
investing public by compelling companies 
issuing securities to publish certified finan- 
cial statements, and he said that such a con- 
dition would enhance the position of the 
legally responsible practitioner and cor- 
respondingly minimize the importance of un- 
ethical, unaccredited accountants. Mr. 
Ruckstell urged the strengthening of the 
Washington Society of Certified Public Ac- 
countants and expressed the hope that the 
Institute would receive the coéperation and 
—— of the accountants in Washington. 

he Spokane chapter of the Washington 
Society of Certified Public Accountants 
received Mr. Ruckstell on March 30th. At 
this meeting he said that it is an obligation 
which every accountant should naturally be 
eager to discharge to improve in all ways 
the status of the profession and consequently 
the welfare of its members. He traced the 
history of accountancy in America from its 
comparatively humble beginnings, when ac- 
countants were little more than independent 
bookkeepers, who were seldom engaged ex- 
cept to detect fraud or embezzlement and 
usually confined their work to checking the 
statements prepared by bookkeepers. Mr. 
Ruckstell said that at one time in California 
the accountant’s fees were fixed by law at five 
dollars per diem. At present, he continued, 
conditions in the profession are much im- 
proved, although some unfavorable condi- 
tions still prevail. Accountancy education is 


gradually developing and professional ex- 
aminations have raised the standard of 
quality. Continuous supervision and dis- 
cipline of practitioners, he said, have kept a 
high tone in the profession. Income taxation, 
according to Mr. Ruckstell, has stimulated ac- 
countancy practice and has emphasized the 
importance of accounting to the public, and 
blue-sky laws have strengthened the belief 
in the value of accounting. 

Mr. Ruckstell predicted that in the future 
the preliminary requirements for account- 
ants would be broader and that the scope of 
professional practice would be wider than 
at present. He pointed to the comparatively 
greater field for accountants in England as an 
indication of what might occur in this country. 
He concluded with an expression of the expec- 
tations of the Institute in its efforts to fos- 
ter the growth of the profession in every way. 


Accountants’ Auxiliary— United Hos- 
pital Fund 


It has been reported that the contribu- 
tions of the Accountants’ Auxiliary of the 
United Hospital Fund in 1927 are more than 
double the amount contributed in the pre- 
vious year. Twenty-four accountants who 
had not previously subscribed made gifts in 
1927. 


Accountants Address College Students 


Walter I.. Morgan of Philadelphia spoke 
before students of Ursinus college, March 
21st, on behalf of the special committee for 
placements of the American Institute of 
Accountants. The subject of his address 
was ‘Possibilities which are open to college 
graduates in the accountancy profession.”’ 
Mr. Morgan said that of his class at Prince- 
ton, containing 385 graduates, he was the 
only one to enter public accounting. He 
said that the proportion of college men in the 
profession is increasing noticeably. 

On March 27th Ernest A. Roden, a mem- 
ber of council of the Institute, spoke before 
the Commerce club of Ohio University on 
accountancy as a career, at the request of 
the special committee for placements. He 
clearly explained the difference between 
bookkeeping and accounting, and outlined 
generally the work of a public practitioner. 
Mr. Roden stressed the need of the profes- 
sion for well educated staff assistants who 
might be expected in time to occupy respon- 
sible positions. 
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Accountant Elected Delegate to Re- 
publican Convention 


J. E. MacGregor of Duluth, a member of 
the American Institute of Accountants, has 
been elected a delegate from Minnesota to 
the national convention of the Republican 


party. 


Accountants Study Management 
Practice 


In coéperation with the committee of pro- 
fessional research consultants of the New 
England Council, the Massachusetts Society 
of Certified Public Accountants has under- 
taken a study of the practices of New Eng- 
land management. 


Scottish Society Plans Employment 
Registry 

The Institute of Accountants and Actu- 

aries in Glasgow has under consideration a 


' plan for the establishment of an employ- 


ment registry for accountants. It is hoped 
to commence the operation of the registry dur- 


_ ing the current year, according to a report of 
_ the council dated February 17, 1928. 


Investment Bankers Urge Regulation 
of Accounting Systems 


The board of governors of the Investment 
Bankers Association of America has reported 
that only six states attempt to supervise the 
accounting systems used by municipally 
owned public utilities. The board recom- 
mended that public officers adopt the ac- 
counting methods now in force in the states 
where public-service commissions exist. 


Farm Accounts 


Last year one hundred and forty-seven 
farmers in Pennsylvania obtained copies of 
a farm-account book prepared by Pennsyl- 
vania State College, according to the county 
agent of the York County Agricultural Ex- 
tension Association. The object of the 
association is to interest farmers in improved 
business methods, and emphasis is placed on 
correct accounting, which is receiving in- 
creasing attention from Pennsylvania farm- 
ets. It is said that the practice of summar- 
izing and analyzing accounts at periodic in- 
tervals is not sufficiently common as yet, 
and a department of the state college has 
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offered assistance to farmers in making such 
analyses. April lst seems to be the date 
adopted as the beginning of the farmers’ 
fiscal year. 


Evening Classes in Accounting at 
Nevada University 


It has been announced that weekly eve- 
ning classes in advanced accounting were 
commenced at the University of Nevada 
March 20th. A class for beginners in ac- 
counting, which has been meeting one eve- 
ning a week, will be continued in addition to 
the new course. 


Uniform Accounting for Connecticut 
Towns 


S. Earl Shook, member of the board of 
governors of the Connecticut Society of 
Certified Public Accountants, has com- 
mented in a statement to the press upon re- 
marks made by the governor of the state 
expressing the desirability of a uniform sys- 
tem of accounting for all towns in Connecti- 
cut. Mr. Shook mentions the resolution 
adopted last year at a meeting of the Con- 
necticut Society, offering the services of its 
members gratis in investigating the question 
and making recommendations for a uniform 
accounting system for towns. The society 
at that time discussed the subject with 
William H. Blodgett, state tax commissioner, 
who it is said was heartily in favor of the 
adoption of such a system. 


Accountancy in Industry and Business 


There is apparently increasing attention 
paid to accounting matters in trade and busi- 
ness organizations, which has become more 
and more noticeable during the years follow- 
ing the world war. As an illustration of this 
tendency several articles which have ap- 
peared in the March issues of three trade 
and business magazines may be cited. 

Stephen I. Miller, in an article in Credit 
Monthly, emphasizes the prime importance 
of the financial statement in granting credit, 
and he outlines methods of composing bal- 
ance-sheet ratios and indices of the profit- 
and-loss statement which may be helpful in 
determination of a credit risk. The ability 
to analyze and interpret accounting data and 
statements, it is said in the article, is an 
important attribute of credit men. 
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“Your accounting system and your bank 
credit” is the title of an article by J. E. 
Bullard in The Inland Printer, in which the 
author directs the attention of the printing 
industry to the desirability of complete and 
accurate records, periodic inventories and 
appraisals, effective cost systems, monthly 
profit-and-loss statements, etc., as a basis 
on which loans may be obtained. He illus- 
trates his argument with actual and hypo- 
thetical instances showing the advantages of 
proper accounting procedure. 

W. B. Lawrence, in an article in The 
Photo-Engravers Bulletin, refutes some of the 
excuses offered by photo-engravers for fail- 
ure to use cost systems. He shows the 


fallacy of such arguments as those based on } 
smallness of a plant, possible hostility of 
employees to the innovation, and various 
misunderstandings of the use and value of 
cost systems. 


Railway Accountants Meeting 


The Institute has received a copy of the 
agenda for the fortieth annual mecting of 
the Railway Accounting Officers Associa- 
tion, which is to be held at Atlanta, May 1 
to 4, 1928. A tentative statement of order 
of business, reports of fourteen committees 
and a proposed amendment to the constitu- 
tion of the association are among the matters 
included in the agenda. 


STATE LEGISLATION 


Kentucky Bills Dead 


House bill No. 431, providing for an an- 
nual licence tax on public accountants, 
among other professional and business men, 
was passed by both houses of the Kentucky 
legislature, but was vetoed by the governor 
March 24th. 

A bill extending the privileged-communi- 
cation clause to certified public accountants, 
known as senate bill No. 144, passed the 
senate but was not acted upon in the house 
prior to adjournment, which occurred March 
16th. 


Privileged Communication Proposed 
for Mississippi Accountants 


Immunity from compulsion to testify in 
court with reference to affairs of clients 
might be accorded public accountants in 
Mississippi under house bill No. 1147, which 
was introduced in the legislature March 
25th. The bill provides for an annual licence 
tax of $15 on members of public accounting 
firms and $5 on each of their staff assistants. 
By payment of $10 extra by partners, and 
$5 extra by staff assistants, the right of privi- 
leged communication might be granted the 
accountants concerned, according to the bill. 


New York 


None of the three accounting bills pro- 
posed in the New York legislature was 
passed prior to adjournment, which occurred 
March 22nd. 


Senate bill No. 947, however, which con- 
cerns the registration or licensing of persons 
engaged in various professions, among them 
public accounting, passed both houses and 
was approved by the governor March 23rd. 
Its chapter number is 537. Following is the 
text of the act: 


NEw YorK 
Law of 1928 


An act to amend the education law, in relation to 
the supervision of professions. 


; The people of the state of New York, represented 
in senate and assembly, do enact as follows: 


Section 1. Section fifty-one of chapter twenty-one 
of the laws of nineteen hundred and nine, entitled 
“An act relating to education, constituting chapter 
sixteen of the consolidated laws,’’ as amended by 
chapter one hundred and forty of the laws of nine- 
teen hundred and ten, as amended by chapter 
three hundred and fifty-seven of the laws of nine- 
teen hundred and seventeen and by chapter six 
hundred and sixty-six of the laws of nineteen 
hundred and twenty-five, is hereby amended to 
read as follows: 

Sec. 51. Supervision of professions. Conform- 
ably to law the regents may supervise the entrance 
regulations to and the licensing under and the 
practising of the professions of medicine, dentistry, 
veterinary medicine, pharmacy, optometry and 
chiropody, and also supervise the certification of 
nurses, public accountants, certified shorthand re- 
porters, architects and members of any other pro- 
fession which may hereafter come under the super- 
vision of the head of the board of regents. 

The regents may by rule or order accept evidence 
of preliminary and professional education, in what- 
ever state or country the same may have been ob- 
tained, for licensing a candidate to practise any 
such profession in lieu of that prescribed by the 
laws relating to such profession; provided it shall 
appear to the satisfaction of the regents that such 
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candidate has substantially met the requirements of 
such laws. 

And the regents shall have further power to in- 
dorse a licence issued by a legally constituted board 
of examiners in any other state or country upon satis- 
factory evidence that the requirements for the is- 
suance of such licence were substantially the 
equivalent of the requirements in force in this state 
when such licence was issued, and that the applicant 
has been in the lawful and reputable practice of 
his profession for a period of not less than five years 
prior to his making application for such indorse- 
ment. When the evidence presented is not satisfy- 
ingly sufficient to warrant the indorsement of such 
licence, the board of regents may require that 
the candidate for indorsement shall pass such sub- 
jects of the licensing examination specified by statute 
or regents’ rule as should be required of the candi- 
date to establish his worthiness to receive such in- 
dorsement. 

In the event any person whose registration or 
licence in any of the aforesaid professions is not 
legal or in the event any person who is not regis- 
tered or licensed because of some error, misunder- 
standing, unintentional omission, or other cause 
which the regents may determine to be excusable, 
shall submit to the regents satisfactory proof that 
he possessed all the requirements prescribed by 
law at the time required for registration or licence, 
or their equivalents, he may, by action of the re- 
gents, receive from the education department a 
licence or a certificate of facts under seal which may 
be registered by any county clerk and shall make 
valid the previous imperfect registration or shall 
remedy such failure to apply for or to receive such 
licence, and such licence or certificate shall include 
the date on which such person could or should have 
registered or could or should have applied for or 
received such licence, and his registration or licence, 
as the case may be, shall be deemed to have been 
valid and corrected from that date. 

See. 2. This act shall take effect immediately. 


Virginia 


An accountancy bill in Virginia, house bill 
No. 286, which was reported in the March 
Bulletin, passed both houses and was ap- 
proved by the governor March 26th. The 
text of the new law is as follows: 


House Bill No. 286 
(Italics indicate new matter) 


A bill to amend and reénact sections 566, 567, 
568, 569, 570, 571 and 572 of the Code of Virginia, 
relating to the state board of accountancy, and to 
add a new section relating thereto, designated as 
section 572-a. 


1. Be it enacted by the general assembly of Vir- 
ginia, that sections five hundred and sixty-six, five 
hundred and sixty-seven, five hundred and sixty- 
eight, five hundred and sixty-nine, five hundred and 
seventy, five hundred and seventy-one and five 
hundred and seventy-two of the Code of Virginia 
be amended and reénacted, and that a new section 
be added thereto, designated as section five hundred 
and seventy-two (a), which sections so amended and 


reénacted, and the said new section shall read as 
follows: 


Sec. 566. State board of accountancy, number 
and qualification of members, vacancies.—The state 
board of accountancy, as created by chapter one 
hundred and fifty-eight of the acts of assembly of 
nineteen hundred and ten, is continued, and shall 
continue to consist of five members to be appointed 
by the governor; one member shall be a practising 
attorney in good standing in any of the courts of 
this state; one member shall be an educator, and 
the other three members shall be practising certified 
public accountants who shall have been actively 
engaged in such practice for at least three years next 
preceding their appointment, and who hold certified 
public accountant’s certificates issued by the said 
state board of accountancy. 

The persons who constitute said board when this 
amendatory act takes effect, shall continue in office un- 
til the first day of July, nineteen hundred and twenty- 
eight; and at least thirty days prior thereto, and every 
three years thereafter, the governor shall appoint 
their successors for terms of three years, respec- 
tively. 

Vacancies occurring for any cause shall be filled by 
appointment by the governor for the unexpired 
term. 

Sec. 567. Who may become certified public 
accountants and public accountants.—The certifi- 
cates of ‘‘certified public accountants’ shall be 
granted by the state board of accountancy to any 
person who is (a) a citizen of the United States or 
who has duly declared his or her intention of be- 
coming such citizen, and who is domiciled in the 
state of Virginia, or has a place of business therein 
at the time of making application, and (b) who is 
over the age of twenty-one years, and (c) who is of 
good moral character, and (d) who is a graduate of a 
high school with a four-year course or who, in 
the opinion of the board, has had equivalent education 
through commercial experience, or otherwise, and (e) 
who shall have continuously for at least two years 
immediately preceding the date of his or her application 
been engaged in practice as a public accountant or 
shall have been in the employ of a practising certified 
public accountant, or public accountant as a staff 
accountant, or shall have been part of such time in 
such practice and part of such time in such employ or 
who in the opinion of the board shall have had ex- 
perience equivalent to that required in the foregoing 
or shall have had sufficient experience to entitle him to 
practise accountancy in the event he or she passes the 
examination herein provided, and (f) who shall have 
passed examinations in theory of accounts, in prac- 
tical accounting, in auditing, in commercial law as 
affecting accountancy and in such other related 
subjects as the board may deem advisable. No 
applicant shall be examined in these subjects stated 
in (f) above until the board shall have been satis- 
fied in respect to the other requirements, stated in 
(a) to (e) above, inclusive, except, however, that any 
person possessing the necessary qualifications, except 
the practical experience, who may have completed an 
accountancy course in a university or college of recog- 
nized standing, or graduated from an accountancy 
school acceptable to the board, may be examined in the 
subjects specified in (f{) above, even though lacking in 


respect to the required practical experience, and upon 
receiving a satisfactory grade may be granted the cer- 
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tificate of certified public accountant, but not until 
the said practical experience shall have been obtained, 
and any person receiving such certificate shall be 
known and styled as a “‘Certified Public Account- 
ant.” 

Any person or member of a partnership having an 
office in this state who, for at least eight months next 
his application for registration hereunder, 

s held himself out to the public generally as a prac- 
tising public accountant for compensation, and who 
has maintained in this state an office for the trarsaction 
of such practice and whose time during the regular 
business hours of the day was devoted to the practice 
of public accountaicy, may, within three months 
after July first, nineteen hundred and twenty-eight, 
apply in writing to said board for registration as a 
“Public Accountant,” and the said board, upon 
the production of satisfactory evidence that such appli- 
cant was engaged in the public practice of accountancy 
and maintained an office for that purpose, as provided 
above, shall register such person, provided he or she, at 
the time of the application, possesses the requisttes of 
citizenship, age, moral character, and education herein 
set forth. Such registration shall be conclusive evi- 
dence of the right of such person to engage in the prac- 
tice of public accounting in this state, but such registra- 
tion shall not be construed in any way as indicating 
that the state board of accountancy has assumed any 
responsibility for the professional experience and 
qualifications of the registrant; and any person so 
registered shall be known and styled as a “Public 
Accountant.” 

Any partnership practising accountancy in this state 
may use the designation or practise as certified public 
accountants under a firm name only if all the members 
thereof are holders of certified public accountant’s cer- 
tificates granted under the laws of this state, and any 
partnership practising accountancy in this state may 
use the designation or practise as public accountants 
under a firm name only if all the members thereof are 
duly registered and qualified as public accountants 
under the provisions hereof or are registered with the 
board under the provisions of section 572 (a). Each 
» Ry members of any partnership which shall use 
the designation ‘‘Certified Public Accountants’ or 
“Public Accountants” except upon compliance with 
the requirements hereinbefore made shall be subject 
to the penalties prescribed in section 572 of this act. 

Sec. 568. Examination of applicants.—All ex- 
aminations provided for in this chapter shall be con- 
ducted by the state board of accountancy, or by a 
majority thereof. The examinations shall be held in 
Richmond at least once in each year, or oftener, in 
the discretion of the board. The time and place 
of holding examinations shall be duly advertised 
for not less than three consecutive days in at least 
one daily newspaper published in Richmond, one 
published in Norfolk, one published in Lynchburg, 
and one published in Roanake, not less than thirty 
days prior to the date of each examination. The 
board may make all needful rules and regulations 
regarding the conduct and scope of the examination, 
the method and time of filing applications for ex- 
amination and all other rules and regulations neces- 
sary to carry into effect the purpose of this act. 

Sec. 569. When board may waive examination.— 
The board may, in its discretion, waive the examina- 
tion provided in this chapter, and may issue a certifi- 
cate of certified public accountant to any person who 
possesses the other qualifications stated in section 


567, and who is the holder of a certificate of certified 
public accountant issued under the laws of any state 
or territory or the District of Columbia which extends 
similar privileges to certified public accountants of 
this state, provided the requirements for such cer- 
tificate in the state or territory or the District of 
Columbia which has granted it to the applicant are, 
in the opinion of the board, equivalent to those here- 
in required; or who is the holder of a certificate of 
certified public accountant, or the equivalent there- 
of, granted under the authority of a foreign nation, 
provided the requirements for such certificates are, 
in the opinion of the board, equivalent to those 
herein required. 

Sec. 570. Revocation of certificate and appeals.— 
The board may revoke any certificates issued, or 
cancel any registrations made, under this act if the 
holder or registrant (a) shall be convicted of a 
felony, or (B) shall be declared by any court of 
competent jurisdiction to have committed any 
fraud, or (c) shall be declared by any competent 
court or commission to be insane or otherwise 
incompetent, or (d) shall be held by this board to 
be guilty of any act or default discreditable to the 
profession, provided that written notice of the 
cause of such contemplated action and bill of par- 
ticulars thereof and the date of the hearing thereon 
by this board shall have been mailed to the holder of 
such certificate or to such registrant at his or her 
last known address at least twenty days prior to 
such hearing. At all such hearings the attorney 
general of this state, or one of his assistants desig- 
nated by him, shall upon request of the board or 
the person accused, sit with the board with all the 
powers of a member thereof. Any person whose 
certificate 1s revoked or whose registration 1s canceled 
by the board shall have the right of appeal, within 
thirty days from date of final decision of the board, 
to the supreme court of appeals of Virginia. 

Sec. 571. Fees to be paid by applicants per 
diem and expenses of members of board, report to 
governor.—The board shall charge each applicant 
for a certificate of ‘certified public accountant”’ 
a fee of twenty-five dollars for the examination and 
certificate provided for in this chapter, which fee 
shall be payable at the time of the application. In 
the case of the failure on the part of any applicant 
to attend the examination on the date specified by 
said board, or to pass a satisfactory examination, 
said applicant may appear at subsequent exami- 
nations of said board for reéxamination, within a 
period of two years from the date of the first examina- 
tion upon the payment of the further sum of ten 
dollars. The board shall charge each applicant for 
registration as a “public accountant’ a fee of ten 
dollars payable at the time registration is made. 

The board shall, on July first of each year, issue a 
registration card to any holder of a certificate of 
“certified public accountant’’ issued under the laws of 
this state, or other states, as provided in section five 
hundred and seventy-two (a), or to any duly registered 
“public accountant’ which card shall be good until 
June thirtieth of the next succeeding year charging 
therefor not more than five dollars per year. Interim 
registration cards shall be issued to applicants who 
have complied with the provisions of this act. Failure 


to secure a registration card in any year shall not dis- 
qualify a person previously duly registered as a 
“public accountant” from securing a card in a future 
year, if said person decides to reiurn to the public 
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practice of accountancy; and shall not operate to re- 
voke a certified public accountant certificate once issued, 
but shall remove the holder thereof from those registered 
and authorized to practise during the year. When 
registration cards are secured after July first of each 
year, such persons shall not bé subject to the penalty 
prescribed in section five hundred and seventy-two, 
provided cards were secured prior to charges having 
been preferred against such persons, that were prac- 
tising unlawfully. 

All fees collected by said board shall be, by it, paid 
quarterly, into the state treasury. The members of 
the board shall receive an amount not exceeding 
ten dollars per day to each member, for the time 
actually spent in the performance of their duties 
under this chapter, which as well as their necessary 
traveling expenses and other expenses incident to 
awarding certificates, et cetera, shall be paid out of 
the state treasury, from funds not otherwise appro- 
priated, on warrants drawn by the comptroller, on 
certificates issued by the chairman of the board. 

The board shall report annually to the governor 
the number of certificates issued and the amount of 
receipts and expenses under this chapter. 

Sec. 572. Penalty for violating provisions of this 
chapter.—From and after the first day of January, 
nineteen hundred and twenty-nine, it shall be unlawful 
for any person to engage in the public practice of 
accountancy in the state of Virginia except those 
possessing certificates of certified public accountant 
issued by this state, and or duly registered public 
accountants. Any person not certified by the Vir- 
ginia state board of accountancy, or any person to 
whom a certificate was issued but subsequently re- 
voked who shall practise as a certified public ac- 
countant, shall be deemed guilty of a misdemeanor, 
and upon conviction thereof shall be fined not more 
than five hundred dollars, or imprisoned for not 
more than six months, or both, in the discretion of 
the court, or jury. Any person not registered as a 
public accountant by the Virginia state board of 
accountancy, who shall assume to practise as a public 
accountant either by the use of the words ‘public 
accountant’? on his or her door or stationery, or by 
signing in the capacity of an accountant a certificate 
in writing tn reference to any financial statement, 
shall be deemed guilty of a misdemeanor, and, upon 


conviction thereof, shall be fined not more than five 
hundred dollars or imprisoned for not more than six 
months, or both, in the discretion of the court or jury; 
provided, however, that nothing contained in this act 
shall prohibit any person from engaging in any 
accountancy work for one or more persons so long as 
such person does not hold himself or herself out to the 
public as a certified public accountant, public ac- 
countant, or accountant or auditor, offering his or 
her services to all those who may choose to apply; 
provided further, that nothing contained in this act 
shall prevent the employment of uncertified persons 
or non-public accountants in subordinate capacities 
by a certified public accountant, or public accountant, 
or by a firm or partnership, the members of which are all 
holders of certified public accountant’s certificates 
granted under the laws of this state or duly registered 
public accountants. 


Sec. 572-a. All statements, records, schedules and 
memoranda made by a certified public accountant or a 
public accountant, or by an employee or employees of a 
certified public accountant, or public accountant, inci- 
dent to or in the course of professional service to clients 
by such certified public accountant, or public ac- 
countant, except reports submitted by a certified 
public accountant, or public accountant, to a client 
shail be and remain the property of such certified public 
accountant, or public accountant, in the absence of a 
written agreement between the certified public ac- 
countant, or public accountant, and the client, to the 
contrary. 

Nothing contained in the foregoing sections shall 
be construed as preventing certified public accountants 
of recognized standing of other states, or territories, 
or the District of Columbia or holding equivalent 
certificate, granted under authority of a foreign nation, 
from undertaking accountancy engagements in this 
state, provided they present to the board evidence 
showing that they are certified public accountants in 
good standing and obtain from the board the registra- 
tion card referred to hereinbefore. 


2. All acts and parts of acts in conflict with any 
of the provisions of this act, are hereby repealed. 


The Virginia legislature adjourned sine 
die March 20th. 


STATE BOARDS OF ACCOUNTANCY 


Five C. P. A. Candidates Successful in 
Connecticut 


The following candidates passed the certi- 
fied public accountant examinations con- 
ducted by the Connecticut state board of 
accountancy in November, 1927: John J. 
Chilson, John J. Gatesy, Joseph Krauskoph, 
A. J. Pfannenstiel and Abraham Solomon. 


Delaware 


Joseph L. Pyle has been appointed a 
member of the Delaware state board of ac- 
countancy for two years to fill the vacancy 
caused by the recent death of Peter T. 
Wright. 


Ohio 


It has been announced that the Ohio state 
board of accountancy has granted C. P. A. 
certificates to Henry M. Cryer and H. W. 
Hooper by examination, and to F. D. Lehn 
and I. S. Silbert by reciprocity. 


Porto Rico Board Issues Regulations 


The board of accountancy of Porto Rico 
has published its regulations and rules for 
examinations, under the provisions of the 
accountancy law approved May 13, 1927. 
The law was published in the Institute 
Bulletin for September, 1927. 
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The regulations provide for the organiza- 
tion and procedure of the board of exami- 
ners, for the issuance of certificates without 
examination to accountants who meet the 


specific requirements and apply within a 
limited time, and for the cancellation, revoca- 
tion or suspension of certificates because of 
unprofessional or dishonorable conduct. 


NEWS OF LOCAL SOCIETIES 


County Auditor Addresses 
Accountants 


A discussion of the audits of Los Angeles 
county for the grand jury and the board of 
supervisors made by independent firms of 
accountants was the principal topic in an 
address by Herbert A. Payne, county auditor 
for the county of Los Angeles, delivered at 
a meeting of the Los Angeles chapter of the 
California Society of Certified Public Ac- 
countants, March 19th. Mr. Payne stressed 
particularly the need of closer codperation 
between the public officers and the certified 
public accountants of the state. He also 
presented statistics concerning the volume 
of work covered by the county auditor’s 
office. 

The chapter appointed a committee con- 
sisting of Walter K. Mitchell, chairman, 
Arthur Wolff and George M. Thompson, to 
present recommendations at the next meet- 
ing regarding a modified tax programme for 
the state of California. The governor of the 
state has appointed a special committee to 
report on such a programme at the next 
session of the legislature and the chapter 
may present its recommendations to the 
special committee. 

R. W. E. Cole was appointed chairman of 
the nominating committee to report at the 
next meeting, suggesting nominations for 
officers for the coming year. Other mem- 
bers of Mr. Cole’s committee are George 
Thompson and Harry Hill. 


Connecticut Society Elects Officers 


At the annual meeting of the Connecticut 
Society of Certified Public Accountants at 
New Haven, April 11th, the following officers 
were elected for the ensuing year: Seth 
Hadfield, president; Henry Knust, vice- 
president; Warren M. Brown, secretary; 
Lewis Sagal, treasurer, and William L. 
Keating, auditor. 


Florida Institute of Accountants 


The quarterly meeting of the Florida In- 
stitute of Accountants will be held at St. 
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Petersburg, April 21st and 22nd. Officers 
of the American Institute of Accountants 
have accepted invitations to be present. 
The Jacksonville chapter of the Florida In- 
stitute is planning a luncheon for officers of 
the American Institute on April 18th and 
they will meet the accountants of Miami on 
the 23rd and 24th. 

On April 19th Walter Mucklow, president 
of the Florida Institute, accompanied by 
officers of the American Institute, expects to 
visit the University of Florida at Gaines- 
ville, where he will address the student body 
on “Relation of the accountant to the busi- 
ness man.” 

Receivables 


The last of a series of six bulletins pub- 
lished by the public-affairs committee of the 
Indiana Association of Certified Public Ac- 
countants deals with the subject of receiv- 
ables. 

The bulletin says that receivables offer in- 
finite possibilities for investigation and 
analysis, and that a study of the item rarely 
fails to be productive. Consideration should 
be given to the number of customers and the 
sales to each of them and reports of aggre- 
gate sales to these customers arranged geo- 
graphically should be available, in order to 
facilitate the determination of increase and 
decrease in sales by customers and by geo- 
graphical groups. 

The bulletin points out the danger of hav- 
ing relatively few accounts absorb a large 
percentage of the output, for in such cases 
the loss of one or a few customers results in 
a considerable shrinkage of sales. Records 
of increase and decrease of customers should 
be kept in addition to records of sales vol- 
ume, according to the bulletin. Sound 
credit and collection policies may help to 
keep losses of money and customers at a 
minimum. The importance of establish- 
ment of the financial responsibility of a cus- 
tomer at the time the order is taken is 
stressed as a means of reducing bad-debt 
losses. On the other hand, despite dili- 
gence on the part of the credit department, 
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a loss may be sustained if an account once 
placed on the books is allowed to become 
stagnant. A normal bad-debt loss should be 
determined by proper investigation and 
careful inquiry should follow any variation 
from the norm. The bulletin quotes per- 
centages showing bad-debt loss in relation 
to net sales in several industries, which were 
found by an investigation sponsored by the 
National Association of Credit Men. 

It is said that a frequent ageing of re- 
ceivables should be made in order that com- 
plete data will be available concerning the 
relation of past-due accounts to total ac- 
counts. Shipments to customers whose ac- 
counts are past due should cease when it is 
decided that the likelihood of collection is 
slight. 

The bulletin cites various forms of statis- 
tical records which may be of assistance in 
analysis of receivables. 


Accountants Society Supports Local 
Improvements 


The Society of Louisiana Certified Public 
Accountants is one of a number of organiza- 
tions which have subscribed to a resolution 
endorsing a legislative measure to insure 
improvement of drainage conditions in New 
Orleans, including authority to issue bonds 
to obtain the necessary funds. 


Charles D. Hamel Addresses Account- 
ants 


Charles D. Hamel, counsel for the joint 
congressional committee on internal-revenue 
taxation, was the principal speaker at a 
meeting of the Maine Society of Certified 
Public Accountants held at Portland, March 
rd. 

Mr. Hamel commented on the continued 
difficulty of the public in understanding 
income-tax laws, although they have been 
in force for fifteen years. In his opinion 
simplification of the existing law to clarify 
obscure passages is entirely feasible. He 
referred to the section of the law concerning 
earned income as an illustration of the diffi- 
cult passages responsible for many errors. 
He hoped the government would codify the 
various taxes. He also expressed disap- 
proval of the government in its dealing with 
its employees. He said that the poor 
salaries paid employees naturally result in 
a lack of properly qualified assistants. Mr. 
Hamel advocated complete knowledge by 


the public of the proposed changes in the 
revenue laws before their enactment. He 
also commented on the nature and functions 
of the board of tax appeals, the bureau of 
internal revenue and the special advisory 
commnittee. 

Curtis J. Birkenmayer, president of the 
Maine Society, presided at the meeting. 


Accountants Hear of Proposed 
Calendar Changes 


An address on proposed changes in the 
calendar, including a short history of calen- 
dar making, was given by Professor Ostlund 
of the University of Minnesota at a meeting 
of the Minnesota Society of Certified Public 
Accountants, March 27th, at the St. Paul 
athletic club. 

A resolution recommending the adoption 
of a natural fiscal year by business and in- 


_ dustrial concerns was unanimously adopted 


at the meeting. 


Kansas City Accountants Discuss 
Auditors’ Certificates 


A. B. Eisenhower, vice-president of the 
Commerce Trust Company, Kansas City, 
spoke on auditors’ certificates at a meeting 
of the Kansas City chapter of the Missouri 
Society of Certified Public Accountants, 
February 13th, at the University club. 
C. W. Allendoerfer, vice-president of the 
First National Bank, also discussed the sub- 
ject. 

Remarks by members of the chapter fol- 
lowed the addresses, and it was found that 
in general the bankers and accountants were 
in agreement upon the examination neces- 
sary before certification of the financial con- 
dition of a business, and upon the type of 
certificate which is most desirable. Mr. 
Eisenhower illustrated his address with a 
number of certificates which in his opinion 
were unsatisfactory and of little value for 
credit purposes because of ambiguity or lack 
of definite statement showing that all impor- 
tant assets had been verified and giving the 
basis of their valuation in the balance-sheet. 
Some of these certificates indicated that the 
auditors had confined their functions to copy- 
ing the balance-sheet from the client’s books 
without any other verification. The bank- 
ers said that from their viewpoint auditors’ 
statements are eminently desirable and it 
was their hope that use of certified state- 
ments will become more general. The fact 
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that bankers place great reliance on state- 
ments prepared by reputable and efficient 
accounting firms was brought out and it 
was made clear that the presentation of 
complete audited statements has a favor- 
able effect upon the banker’s decision when 
credit is required by the client. The dis- 
cussion indicated that this imposes upon 
accountants an obligation to maintain a 
high standard in their work and to have 
certain minimum requirements regarding 
the extent of the examination and the man- 
ner in which the assets and liabilities are to 
be classified and valued before a certificate 
may be issued. It was said that in order 
to retain the confidence of the bankers it is 
nece for the accountant to be able to 
say ‘‘No”’ to his client when that is necessary. 


Retail Accounting Subject of New 
York Meeting 


The New York State Society of Certified 
Public Accountants, at the Waldorf Astoria 
hotel, New York, March 19th, listened to 
addresses on retail accounting by Ernest 
Katz and Hermon F. Bell. Mr. Katz, who 
is executive vice-president and controller of 
R. H. Macy & Co., spoke on the subject, 
“The accounts of a department store.”” He 
outlined the methods of organization, con- 
trol and operation of a large department 
store and gave detailed explanation of some 
of the accounting problems arising out of 
the multitude of transactions in such an 
establishment. 

Mr Katz said that reductions are the big- 
gest expense of a department store. He 
pointed out that the introduction of the unit 
control system had lowered the percentage 
of reductions, had increased sales and had 
permitted a greater turnover. He spoke 
favorably of the standardized accounting 
systems used by large department stores. 
Each one of the more than 165 departments 
in the Macy store, he said, is run like a 
separate business. The books are closed 
fifty-two times a year. A perpetual inven- 
tory of all departments is kept day by day. 
Comprehensive statistics and graphic charts 
for each department are at the disposal of 
the management. Mr. Katz recommended 
that the certified public accountant and the 
accounting officers of a department store 
or any other business organization work 
together. He said that the relationship of 
the accounting function with the other 


functions of the organization is most im- 
portant. 

Mr. Bell spoke on retail accounting from 
the point of view of the public accountant. 
He said that accountants should be careful 
to survey retail-accounting problems com- 
prehensively rather than to give their prin- 
cipal attention to detail. The distinctive 
factors influencing the accounting procedure 
of retailers, he said, result in four controlling 
conditions. The first mentioned by Mr. 
Bell is departmental organization which he 
calls a basic element in merchandising 
policy and procedure, as well as to some ex- 
tent in expense control. Daily audit includ- 
ing balancing of sales checks with cash and 
with charges made through the accounts-re- 
ceivable division is another characteristic. 
A third is the system of merchandise control 
illustrated in the so-called retail method. 
The last distinctive condition is functional 
organization—usually threefold or fourfold— 
divided, for instance, under the merchandise 
manager, general superintendent, treasurer 
and controller, and the publicity and sales 
departments. 

The service of public accountants in de- 
partment stores, according to the speaker, 
consists largely of audit and review of ac- 
counts and the preparation of balance-sheets 
and operating statements, as well as tax 
returns. Mr. Bell said that, in accordance 
with the theory of auditing procedure 
wherein the accountant works from the 
general to the particular or from the finan- 
cial statement back to supporting detail, in 
his opinion an audit of the accounts of a 
department store has hardly been com- 
menced until a detailed comparative balance- 
sheet and a detailed comparative operating 
account have been prepared. These tenta- 
tive statements, he said, should take the 
place of a prearranged audit programme as 
a basis for the verification of assets and 
liabilities and analysis of the items of income 
and expense. The speaker outlined the 
general procedure of such an audit and men- 
tioned several of the problems which the 
auditor might encounter. 


President of North Carolina Associa- 
tion Tours State 


George E. Wood, president of the North 
Carolina Association of Certified Public 
Accountants, arranged a tour of the state 
during the month of April. Starting from 
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Charlotte, Mr. Wood met accountants at 
Raleigh on April 2nd, and on the 3rd 
visited the University of North Carolina at 
Chapel Hill, to make arrangements for a 
meeting of the association there on May 
10th, 11th and 12th. Accountants at Wil- 
mington, Asheville and Greensboro planned 
to receive him during the following few 
weeks and his trip will end with attendance 
at a dinner of the Accountants club of 
Charlotte on April 28th. 


Ohio Society of Certified Public Ac- 
countants 


The president of the Ohio Society of 
Certified Public Accountants has appointed 
the following committees for the year 1928: 


Membership: 
H. W. Cuthbertson, R. H. Gravett, D. S. Meaden, 
John Shotwell. 


Finance: 

R. A. Hurst, W. E. Langdon, Hugh E. Wall. 
Auditing: 

F. W. Fuller, C. E. Hubbard, H. B. Terry. 
Meetings: 

Spring: 

D. D. Battelle, H. C. Miller, A. L. Peters. 

Fall: 

E. W. Breyer, W. A. Coy, J. H. Sibbison. 
Press and publicity: 

W. S. March, R. F. Mateer, C. C. McConkie, 

A. R. Porterfield, E. W. Wood. 

Accountancy education: 

Roy T. Bell, B. G. Graham, Frank R. Somers. 
Law enforcement: 

M. J. Arft, J. D. Cherrington, H. C. Slagle. 
Legislation: 

W. A. Coy, G. W. Eckelberry, E. A. Roden. 


A change in the constitution and by-laws 
of the Ohio Society has been suggested to 


restrict membership, requiring applicants to 
have had at least three years’ practice as 
public accountants. A committee consist- 
ing of Hugh E. Wall and J. H. Sibbison has 
been appointed to consider the suggested 
changes in the by-laws. 

The spring meeting of the society will be 
held at the Ohio State University, Colum- 
bus, May 18th and 19th. 


Public-utility Financing Discussed at 
Accountants’ Meeting 


The problems which confront the ac- 
countant, the lawyer and the banker in the 
refinancing and merging of public utilities 
were outlined March 23rd by Frank M. 
Hunter, former deputy attorney general and 
former chief counsel of the Pennsylvania 
public-service commission, in an address be- 
fore the Philadelphia chapter of the Penn- 
sylvania Institute of Certified Public Ac- 
countants at the Manufacturers’ club. Mr. 
Hunter explained a number of factors of 
law and public policy which govern the 
utilities in these matters. He also illus- 
trated these points by indicating how the 
public-service commission investigates the 
transactions to assure the public, the in- 
vestor and banker that the refinancing and 
mergers are sound and in accord with public 
policy. 

Walter L. Morgan led the discussion 
following the address. He pointed out the 
particular problems which confront the ac- 
countant in public-utility financings and 
mergers and praised the work and services of 
the accountant in bringing to light all facts 
necessary to a fair and impartial judgment 
of the transactions. 


COURT DECISION 


Determination of Net Profits under 
Profit-sharing Contract 


In a case involving determination of net 
profits for purposes of a contract providing 
for a division of profits, the supreme court 
of Louisiana has handed down a decision 
containing rulings on several accounting 
matters, such as deduction of federal taxes 
as expenses and depreciation of machinery 
on appreciated values. 


The text of the decision is as follows: 
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SUPREME CourT OF LOUISIANA 
Monday, Feb. 13, 1928 
Herbert Homes v. James Buckley & Company, Ltd. 


Appeal from the civil district court, parish of 
Orleans, Percy Saint, judge. 


RocErs, J. 

This is a suit for an accounting on a written con- 
tract of employment. The contract, which be- 
came effective December 1, 1915, is in the form of a 
letter dated September 3, 1915, addressed by the 
president of the defendant company to the plaintiff 
and accepted by him. It is couched in these 
words, viz. : 
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ee a eee I will pay you a salary of $125.00 
per month plus 5% of the net profits for the year up 
to $8,500.00. For all net profits over and above 
$8,500.00 per annum 50% of the excess net profit. 

“The net profits, of course, are determined by 
the auditor of the company and are arrived at after 
usual deductions are made for all current expenses, 
including all salaries and the proper deductions 
for depreciation on machinery, fixtures and stock 
and for all bad accounts which are charged off 
yearly. This is what we have been doing in the 
past and what is the usual and only proper method. 

“Tt must be understood that the salary of $125.00 
per month will be paid monthly, but no advances 
are to be made on profits before same are deter- 
mined at the end of the fiscal period. 

* * + + * 

“TI have made it 5% to $8,500.00 instead of 
$8,000.00 for the reason that from now on rent 
has been reduced by $300.00 a year by the land- 
lord in return for improvements which I am now 
making in our store.”’ 


There is no controversy about plaintiff’s salary 
which was subsequently increased to $150.00 per 
month and regularly paid. 

Plaintiff remained in the employ of the defendant 
until May 31, 1919, the end of its fiscal year, when 
he resigned, and the contract was terminated by 
mutual consent. 

On June 25, 1919, the defendant company notified 
plaintiff in writing that its books had been balanced 
and there was due him $658.53. Plaintiff refused 
to accept this amount, and instituted suit claiming 
a much larger sum as his percentage of the net profits 
during the period of his employment, after debiting 
him with the payments he had received from time 
to time on account thereof. 

The defendant company denied liability for any 
amount whatever, and alleged that its books had not 
been finally audited and closed when it notified 
plaintiff that he was entitled to a balance of $658.53; 
that upon the completion of the audit of its books, it 
ascertained that plaintiff was overdrawn in the sum 
of $220.84, which it claimed by way of reconvention. 

There were two hearings in the case. At the 
conclusion of the first hearing, the judge a quo ap- 
pointed J. K. Byrne, a certified public accountant 
of New Orleans, to make an audit of the books of 
the defendant company with a view of ascertaining 
its net profits and the amount thereof due plaintiff 
under his contract. 

The auditor appointed by the court duly filed 
his report, showing that plaintiff was credited 
on the books of the defendant company with 
$455.81 in excess of the amount to which he was en- 
titled. Both parties filed exceptions to the report, 
and, after taking additional testimony, the case was 
submitted. The judge a quo adopted the report, 
except in one particular, viz., the deduction of the 
federal income and excess-profits taxes from the 
gross profits in order to establish the net profits upon 
which the agreed percentage of plaintiff should be 
calculated. In accordance with this ruling, judg- 
ment was rendered in favor of plaintiff for $3,032.13. 
The defendant company appealed, and plaintiff 
answered the appeal, praying that the amount of 
judgment be increased. 

There are three questions involved in this case, 
viz.: 


1. Are the federal income and excess-profits taxes 
paid by the corporation deductible before deter- 
mining its net profits in which plaintiff is to share 
according to their contract? 

2. Does the reference in the contract to the re- 
duction of the defendant company’s rent in con- 
sideration of certain improvements it agreed to 
make tothe leased premises justify a credit to the 
plaintiff? 

3. Is a depreciation charged on machinery prior 
to the contract properly made on its appreciated 


value before ascertaining the net profits, considering . 


sound and replacement values? 

Ist, There is a disagreement in opinion between 
the witnesses for plaintiff and the witnesses for 
defendant as to whether the federal income and 
excess-profits taxes are properly deductible as 
expenses in determining the net profits of the busi- 
ness. We think, however, that the weight of the 
testimony supports the affirmative side of the ques- 
tion. 

The tax annually exacted by the federal govern- 
ment on net corporate income means, simply, that 
every dollar of net profit earned by a corporation 
during the year must bear a certain charge for 
governmental purposes. It is immaterial whether 
such charge be designated as an expense or a profit- 
sharing tax, neither the profits of a corporation 
nor any one interested in its profits is immune from 
its operation. The federal corporate income tax is, 
therefore, an expense of the corporate business. 
The mere fact that the tax before its deduction is 
computed on the basis of the corporate profits 
does not alter its character. According to the rules 
of accountancy, the expenditure of money must be 
considered either as an asset or as an expense. 
The income tax is clearly not an asset. It must 
necessarily, therefore, be considered and treated 
as an expense. Where an employee who, in addi- 
tion to receiving a stipulated salary, also receives, 
in the nature of a salary, a percentage of the net 
profits of a corporation, the net profits necessarily 
can not be determined until all expenses, including 
income tax, are deducted from the profits. And 
inasmuch as such additional compensation is to 
be measured by the net profits the employee 
has helped to make, his percentage must also 
be deducted before the tax is found. This is rec- 
ognized to be the correct rule by the federal 
revenue law, which provides that in carrying on any 
trade or business all necessary expenses, “including 
a reasonable allowance for salaries or other com- 
pensation for personal services actually rendered,” 
may be deducted from the gross profits in order to 
arrive at the net profits on which the income tax 
is to be computed. Sec. 214 of the revenue law of 
1918, 40 St. 1066 (U. S. Comp. St. Ann. Supp. 1919, 
sec. 6336—I/8g. p. 1323). The effect of applying 
this rule is to reduce the corporate profits as well as 
to reduce the corporate income tax. 

In the case of Dulac Cypress Co. v. Houma 
Cypress Co., 158 La. 804, 104 So. 722, this court 
held that under a contract for the division of net 
profits, the federal income and excess-profits taxes 
were properly deductible from the earnings in order 
to ascertain the profits to be divided; net profits 
being the gain accruing on an investment after 
deducting the losses and expenses of business. We 
think the rule announced there is controlling of the 
issue involved here. It is in accord with the de- 


| 


te 


Bulletin of American Institute of Accountants 


cision in Sevens v. U. S. Steel Corp. 68 N. J. Eq. 
373, 59 At. 905, that: 

“Net profits of a corporation are the net gains 
which have been actually realized, and which could 
be quickly distributed without loss by a sale of the 
assets.” 

It is also supported by the rule announced by the 
supreme court of the United States in Georgia 
Railway & Power Co. v. Railroad Commission of 
Georgta, 262 U. S. 625, 67 L. Ed. 1144, viz.: 

“The federal corporate income tax is to be treated 
as an operating charge, to be deducted in arriving 
at probable net profits, affirming Galveston Elec. Co. 
v. Galveston 258 U. S. 399 (66 L. Ed. 678) where it 
was said per Brandeis, justice: 

“Tn calculating whether the five per cent. fare will 
yield a proper return, it is necessary to deduct from 
gross revenue the expense and charges, and all 
taxes which would be payable if a fair return were 
earned are appropriate deductions. There is no 
difference in this respect between state and federal 
taxes or between income taxes and others.’ ”’ 

In the contract between the parties, it is expressly 
provided that the net profits are to be determined 
by the auditor of the company after the deduction of 
current expenses, for depreciation on machinery, 
fixtures and stock, and for bad accounts. No ex- 
ception was made of the federal tax. From the in- 
ception to the termination of the contract, it was 
deducted from the annual profits, and plaintiff was 
settled with, apparently without objection, on the 
basis of the profits found after the deduction. 

Our conclusion is, that the federal income and 
excess-profit taxes paid by the defendant corporation 
were properly deductible from its gross profits in 
order to determine the net profits upon which to 
predicate additional compensation of the plaintiff. 

2nd. The defendant company expended 
$1,228.20 for improvements to the leased premises 
for which the lessor allowed a reduction in the rent. 
The auditor of the lessee charged $307.05, or one 
fourth of the total expenditure, as an item of current 
expense during each of the four years the property 
was leased at the reduced rental. The expert 
appointed by the court concurred in his opinion that 
the amount expended for the repairs was a necessary 
expense in the nature of rent and was properly de- 
ductible pro-rated over the period of the lease. 
He found, however, and so reported to the court 
that for the purpose of calculating the commission 
due plaintiff under his contract, he having conceded 
a reduction in commission from 5% on the net 
profits up to $8,000.00 and 50% above to 5% up to 
$8,500.00 and 50% above in lieu of saving $300.00 
on the annual rental, that only such part of the cost 
of the repairs pro-rated as exceeded $300.00 was 
properly chargeable as an expense. Accordingly, he 
allowed plaintiff a credit of $300.00 per year, which 
had been previously deducted, in computing the 
net profits on which his additional compensation 
was calculated. Defendant excepted to this part 
of the report, and plaintiff excepted to the allowance 
of only $300.00 annually instead of $307.05 an- 
nually. The court below affirmed the report, and, 
in doing so, used the following language, viz.: 

“Complaint was made by the defendant that the 
matter of $300.00 rent should not be used as an as- 
set, but the contract was based upon a change in the 
tent, and was changed from $8,000.00 to $8,500.00 
by reason of the reduction in the rent, and if the 
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gross amount upon which the employee was to re- 
ceive five per cent. was changed and made a larger 
amount, because of the $300.00 change, certainly he 
is entitled to the benefit of the $300.00 change, as he 
was deprived of the $500.00 benefit under the origi- 
nal contract.” 

We find no error in the judgment of the court be- 
low on this disputed point. 

3rd. On this phase of the case the expert ap- 
pointed by the court ruled in plaintiff's favor to the 
extent of maintaining a large part of his claim. 
His report shows that when he examined the books of 
the defendant company, he found that as a basis 
of the annual depreciation charge of ten per cent. 
the machinery, equipment and fixtures were entered 
at their new replacement value of $12,227.25 instead 
of at their sound value of $9,469.47. The excess 
valuation was, therefore, $2,757.78, and in adjusting 
the annual net profits, the expert added ten per cent. 
of this amount, or $275.78, to the amount charged 
off each year on the books of the defendant company 
to cover the depreciation of its machinery, equip- 
ment and fixtures. His action was approved by 
the court below. The plaintiff is satisfied with the 
judgment in this respect, and it is not seriously at- 
tacked by the defendant company. For our own 
part, we think it is correct. 

The defendant company furthermore contends 
that the additional compensation due plaintiff under 
his contract should be subtracted as an item of 
expense from the amount of net profits found after 
the deduction of the federal taxes and the per- 
centage agreed on should be calculated on the re- 
mainder. It appears, however, that no such de- 
duction was attempted during the period of plain- 
tiff’s employment. The defendant company ad- 
mits this, but urges that was because of its mag- 
nanimity. ‘This particular claim was denied by the 
expert appointed by the court on the ground that 
the additional compensation, as shown by the books 
with full knowledge of the parties, was treated as 
a distribution of the profits. We do not find any 
error in this. The entries on the books of the de- 
fendant company and the settlements had from time 
to time in accordance therewith clearly reflect the 
understanding of the contracting parties. While the 
claim now urged on the part of the defendant com- 
pany may serve a useful purpose by way of a de- 
fensive argument, since it was not asserted in its 
answer or reconventional demand, it affords no 
basis upon which a judgment can be rendered. 

The expert appointed by the court found that 
plaintiff was credited with $3,485.49 on account of 
commissions and that he had earned on said account 
$3,029.68, the excess of credits over the debits being 
$455.81. The defendant company, however, de- 
manded by way of reconventional only $220.84. 
In rendering judgment in its favor the court can 
not go beyond this amount. 

For the reasons assigned the judgment appealed 
from is set aside, and it is now ordered that plaintiff's 
demand be rejected; it is further ordered that there 
be judgment in favor of James Buckley & Company, 
Ltd., plaintiff in reconvention, and against Herbert 
B. Homes, defendant in reconvention, in the full 
sum of two hundred twenty & 84/100 dollars 
($220.84) with legal interest thereon from judicial 
demand (November 14, 1919) until paid and for all 
costs of suit. 

St. Pau, J. dissents. THompson, J. takes no part. 
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REVIEWS 


JOHN R. WILDMAN—“PROFIT, DIVIDENDS 
AND APPRECIATION” 


Article published in Haskins © Sells 
Bulletin, March, 1928. 


Distinction between the establishment and 
realization of profits, circumstances in which divi- 
dends may be declared, and consideration of the 
question of appreciation on depreciating assets are 
the principal matters to which the writer gives 
attention. 

While neither business practice nor law requires 
that profits must be realized in cash before a divi- 
dend based on them can be paid, Mr. Wildman says, 
it is sound business procedure to require that 
assets which comprehend the profits be reasonably 
certain of early conversion into money, so that the 
expenditure in dividends of a corresponding amount 
of cash will not interfere with the prompt payment 
of current creditors. The establishment of profits— 
that is, possession of readily convertible receivables 
of a value greater than cost—may warrant declara- 
tion of a dividend, the writer says, and actual pay- 
ment of the dividend may be made when the neces- 
sary cash can be properly extracted from the busi- 
ness. Borrowing to pay dividends, he implies, 
may be quite sound, as it is largely a question of 
judgment and credit, although generally the practice 
should be discouraged. 

Subject to certain qualifications, the writer says, 
any surplus may be partitioned by means of a stock 
dividend, but only earned surplus, resulting from 
established profits, may be distributed in cash. 
He adds that surplus derived from reduction of a 
liability, from a reserve previously created of 
earned surplus, or from apportionment of the con- 
sideration received for capital stock with the pur- 
pose of equalizing the rights of shareholders to fu- 
ture dividends, may be made the basis of cash 
dividends. 

Appreciation resulting from revaluation of de- 
preciating property, often known as capital surplus, 
is sometimes made subject to charges for losses in 
operations or for adjustments in values of assets 
other than property, a procedure which, Mr. 
Wildman says, ignores the fact that future depreci- 
ation of property must be based on appraised values 
and the amount of the increase in value over cost 
will subsequently be required to absorb the de- 
preciation on the increased value. Otherwise 
the depreciation on appraised values must be re- 
covered out of future earnings. 

It is the writer’s conclusion that the increase of 
appraised value over cost should be credited to a 
reserve rather than to capital surplus. If full de- 
preciation is thereafter recovered out of future 
earnings an amount equal to the depreciation on 
appreciation will pass from the reserve for appreci- 
ation toearned surplus. If the depreciation relating 
to cost of the asset only is charged to operations, the 
reserve will absorb the remainder corresponding to 
appreciation. 

Appreciation on non-depreciating assets, Mr. 
Wildman says, may be credited to surplus, but not to 
earned surplus. Appreciation in no way establishes 
a profit, as it may never be realized. Mr. Wildman 
concludes the article with a statement of the pos- 


sible disadvantages of the disposal of capital surplus 
in stock dividends. 


C. OLIVER WELLINGTON—“WHAT CAN WE 
DO TO INCREASE NET PROFITS” 


An address delivered at a meeting of the 
Cost Association of the Paper Industry, 
New York, February 22, 1928. 


The speaker said that in the paper industry, as in 
many others, there is a possibility of over-produc- 
tion which is apparent at present in some cases. 
Over-production results in intense competition, and 
necessitates more than ever an accurate knowledge 
of costs and sound sales and manufacturing policies. 
Mr. Wellington mentioned as an illustration the 
specific instance of a mill which made a profit in an 
unusually poor year by utilizing only one half of 
its manufacturing equipment and estimating its 
budget and costs on the basis of the smaller produc- 
tion expected. No orders were taken at prices 
below the costs computed on the basis of the re- 
duced activity. 

Mr. Wellington intimated that in his opinion it 
is not good business to sell below cost. Reduction 
in selling price, he said, does not increase total con- 
sumption appreciably. Every ton of paper forced 
on the market in excess of what the market can ab- 
sorb, he said, simply postpones the time when a 
reasonable balance will be struck between supply 
and demand, with consequent profitable prices. 
The manufacturer who insists on 100 per cent. pro- 
duction when the market is not in a condition to 
absorb his output is injuring himself and the entire 
industry. 

Proper costs and a reasonable budget were the 
means of profitable activity recommended by the 
speaker. An effective budget, he said, should 
include not only the manufacturing costs, but selling 
and administrative costs, and should compare the 
sales which can reasonably be expected with the 
costs necessary under that sales programme. Such 
a budget gives executives full control of the business 
and gives it to them in advance. 

Mr. Wellington said that the paper industry had 
already developed a predetermined or budget cost 
system applying largely to manufacturing costs, but 
he emphasized the necessity of a complete budget 
including selling and administrative costs and 
financial items. 

He said that in some cases it is advantageous to 
adopt a plan of predetermined costs by grades, 
weights, colors, etc., rather than by the lot-cost 
method. 

He suggested that the profit item to be added to 
the cost should be determined as a percentage of the 
conversion costs. He also suggested that com- 
missions of salesmen be based on profits resulting 
from their efforts rather than upon sales directly. 
He said that insufficient attention is sometimes given 
to steam and power costs of a plant, and he made 
suggestions of methods for reducing waste in finish- 
ing operations. Mr. Wellington emphasized the 
desirability of the comparison of figures, not only 
within a single mill but also of one mill with an- 
other. 
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ACCOUNTANCY IN BUSINESS” 
Article published in Spotlights on Commer- 


i" PERCIVAL F. BRUNDAGE—“THE PLACE OF 


_ cial Education, April, 1928. 


The significance of the constructive function of 
the public accountant and the contribution of ac- 


} countancy toward general realization of the im- 


portance of business ethics are emphasized by the 
writer. Mr. Brundage distinguishes between the 
mechanical routine, which was once considered a 
large part of the accountant’s duties, and such ser- 
vices to business as preparation of financial state- 
ments and reports, cost accounting, tax practice, 
special examinations, budgeting and _ financial 
counsel, which are responsible for the definition 
sometimes applied to accountancy, ‘“‘the science of 
business.”” The writer differentiates between the 
three chief divisions of accounting activity—public 
practice, private employment and instruction. 

The necessity for complete and accurate financial 
statements in modern business and industry has 
given accountancy the opportunity to exert great 
influence on ethical standards, and accountants have 
made possible the periodic publication of financial 
information which reveals to investors, credit or- 
ganizations and stock exchanges the true condition 
of a concern, according to the writer. 


Mr. Brundage concludes his article with an outline 
of the requirements for professional recognition in 
accountancy. 


J. PRYSE GOODWIN—“COMMERCIAL 
ARBITRATION” 


An address delivered at a meeting of the 
New York Rotary Club, March 8, 1928. 


The use of arbitration for the settlement of com- 
mercial disputes saves time, money, credit, publicity 
and friendship, said the speaker. To illustrate the 
delay and waste in the settlement of business dis- 
putes by court procedure, Mr. Goodwin mentioned 
that there are approximately 26,000 cases on the 
calendar of the supreme court of New York County 
and that the court machinery was organized to 
handle approximately only 8,000 cases a year. 
He said that consequently it takes an average of 
three years to obtain a hearing and an additional 
two years if there be an appeal. He cited several 
cases which had been settled by arbitration in a 
corresponding number of weeks. Mr. Goodwin 
said that more than 300 trade and professional or- 
ganizations are now affiliated with the American 
Arbitration Association, and are informing their 
members of the advantages of arbitration in com- 
mercial disputes. 


HERE AND THERE 


Elias Berger, New York, announces the 
removal of his offices to 1440 Broadway. 


Joseph Froggatt & Co., Inc., New York, 
announce the removal of their offices to 74 
Trinity Place. 


Announcement has been made that Joel 
Hunter, Jr., will continue the practice of the 
late Joel Hunter as a member of the firm of 
Joel Hunter & Co., 1006 Atlanta Trust Co. 
Building, Atlanta, Georgia. 


G. Arthur Jackson, Paul C. Zaenglein and 
Raymond V. Ellis, members of the Rochester 
Certified Audit Corporation, 31 Exchange 
street, Rochester, New York, have dis- 
solved the corporation and will continue the 
business at the same address, as a copartner- 
ship to be known as Jackson, Zaenglein & 
Ellis. 


The firm of Karasick, Reznikoff & Gallin 
has removed its offices to 11 West 42nd 
street, New York. 


The firm of Paul L. Loewenwarter & Co. 
has removed its offices to the French build- 
ing, 551 Fifth avenue, New York. 


Joseph Miller announces the removal of 
his offices to 1457 Broadway, New York. 


J. Lee Nicholson & Co., New York, an- 
nounce the removal of their offices from the 
Woolworth building to the Park Murray 
building, 11 Park Place. 


C. R. Phelps, O. H. Maschek and N. O. 
Richardson announce the formation of a 
partnership under the name of Phelps, 
Maschek & Richardson, with offices in the 
Adams building, Port Arthur, and the Good- 
hue building, Beaumont, Texas. 


The Accounting Service and Audit Co., 
Baltimore, Maryland, announces the re- 
moval of its offices to 1001-1002 Court 
Square Building, Calvert and Lexington 
streets. 
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The following paragraphs report activities 
of members and associates of the American 
Institute of Accountants: 


Andrew Blass has recently been appointed 
a member of the banquet committee of the 
Pittsburgh chapter of the National Associa- 
tion of Cost Accountants. 


On March 13th Ernest Crowther, Pitts- 
burgh, spoke at a meeting of the Credo 
Club, which is a credit men’s association of 
that city, on “The soft-coal situation.” 


Henry B. Fernald, New York, delivered 
an address entitled ‘“The financial report of 
a mining company—its contents and mean- 
ing’”’ before the American Institute of Min- 
ing and Metallurgical Engineers in New 
York on February 22nd, and he presided at a 
meeting of the New York chapter of the 
National Association of Cost Accountants 
on March 13th at which a discussion regard- 
ing payroll accounting methods took place. 


William P. Field is president of the Anglo- 
American Welfare Federation of Cuba. 


J. Hugh Jackson, Palo Alto, California, 
addressed the Downtown Business Men’s 
Association at Los Angeles, March 20th, on 
“Internal controls in management.” He 
spoke before the Beta Alpha Psi accounting 
fraternity of the University of California, 
March 22nd, on ‘““The college man’s start in 
accounting” and to the Kiwanis Club of 
Santa Cruz, March 27th, on ‘‘What business 
education is doing for business.’”’ An article 
by Mr. Jackson, entitled ‘“This thing, suc- 
cess,” appeared in The Epworth Herald, 
January 7, 1928. 


In February, C. L. Kelly, Eugene, Ore- 
gon, addressed the Life Underwriters Asso- 
ciation of his city on ‘“The cost of life in- 
surance,’ ‘‘Actuarial calculations,’ and 
“Contracts in life insurance.”” On March 
19th, Mr. Kelly spoke to the Advertising 
club on “Accounting for retailers.” 


At a meeting of the Metropolitan Council 
of Exchange Clubs in Rockville Centre, 
Long Island, on February 17, 1928, John T. 
Madden spoke on “‘Business and education,”’ 
and at a meeting of the United States Trust 
Company Club on February 23rd, he de- 


livered an address entitled ‘““The value of 
training in accounting.”’ 


Walter L. Morgan, Philadelphia, is acting ‘ | 


as chairman of the committee on publicity 7 
of the local chapter of the Pennsylvania In- — 
stitute of Certified Public Accountants. 


George S. Olive spoke on ‘Income tax 
resulting from real-estate transactions,” at 
a meeting of the Real Estate Board in 
Indianapolis on March Ist. Mr. Olive has 
been made a member of the membership 
committee of the Indianapolis Chamber of 
Commerce and is serving on the executive 
committee of the Industrial Foundation of 
that city. 


The Daily Recorder, Sacramento, Cali- 
fornia, for February 28th, contained an 
article by Charles H. Petersen, San Fran- 
cisco, entitled ‘‘Avenues of coéperation be- 
tween accountants and attorneys.”’ 


A discussion of “General principles of 
financing industries,’’ by G. Harvey Porter, 
Baltimore, appeared in the Annals of Real- 
estate Practice for 1928. 


Carl V. Starkloff, Baltimore, delivered an 
address entitled ‘“The present credit situa- 
tion of the retail furniture instalment dealer 
from the viewpoint of the banker,” before 
the Baltimore Furniture and Bedding Man- 
ufacturers Association on March 26th. 


On March 5th, H. M. Thomson, Los 
Angeles, addressed a class of the American 
Institute of Banking, of that city, on ‘‘Cost 
systems—their characteristics.”’ 


Charles B. Tompkins, Los Angeles, has 
been appointed secretary of the Los Angeles 
Altrurian Club. 


Walter C. Wright, Hollywood, California, 
addressed the Los Angeles chapter of the 
National Association of Cost Accountants, 
January 24th, on ‘The philosophy of the 
balance-sheet.”’ 


J. L. Carey, assistant secretary of the 
Institute, spoke on accountancy as a career 
before students at Rahway High School, 
Rahway, New Jersey, April 13th. 
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